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KEY 





ECONOMIC INDICATORS* 


1985 1986 1987 

DOMESTIC ECONOMY 
Population (millions) ales 37:56 Situs 
National Income at Current 

Prices (bln $) SY. 7 60.1 51.5** 
Per Capita National Income 

($ current prices) 1,547 1,598 1,363** 
National Income in Local 

Currency (bln zlotys) 8,657 10,697 14,013 
Real National Income*** 

% Change (1984 = 100) 324 4.9 1.9 
Consumer Price Index 

% Change 14.8 ps3 203 
PRODUCTION AND EMPLOYMENT 
Labor Force (1,000s) 1772336 LT E236 17,299 
Unemployment N/A N/A N/A 
Industrial Production 

% Change (1984 = 100) 4d 4,4 3.4 
Govt. Deficit (bln zlotys) (3552) (53.4) C1212:8) 

as % of Nat‘l Income (0.41) (0.50) (0.97) 
BALANCE OF PAYMENTS (MLN DOLLARS) 
Total Exports 11,075 11,800 11,898 
Total Imports 10,615 11,028 105572 
Hard Currency Exports 6,100 6,500 7,097 
Hard Currency Imports 5,100 5,400 5,832 
Hard Currency Trade Balance 1,000 1,180 1,265 
Current Account Balance (523:) (574) (392) 
Foreign Debt (year end) 29,300 33,500 39,700 
Debt Service Ratio (%) 

On Obligations Due 88 105 91 

On Obligations Paid 46 32 27 
Foreign Exchange 

Reserves (yr end) 1,100 1,000 1,800 
Average Exchange Rate for 

Year (X = U.S. $1.00) 150 178 232 
U.S.-POLISH TRADE (MLN DOLLARS) 

1985 1986 1987 1988+ 

U.S. Exports (FAS) 238 PSL 239 340 
U.S. Imports (CIF) 248 262 330 415 
Trade Balance (10) Citi?) (91) C75) 
U.S. Share of Polish Hard 

Currency Imports (%) 6.8 4.1 26 6.8 
U.S. Share of Polish Hard 

Currency Exports ($%) 6.0 6.2 6.5 t20 
Principal U.S. Exports (1987): Wheat, Fertilizers, Pharmaceuticals 
Principal U.S. Imports (1987): Ham, Fish, Machinery, Textiles 





*All currency conversions are made at the official exchange rate, which 
is not a market rate. Rates are as follows (# of zlotys per dollar): 
1985 - 150; 1986 - 178; 1987 - 272. 


**National income in dollar terms is distorted because of frequent 
devaluations of the zloty against the dollar. 


***Real national income reflects national income growth in nominal 
zloty terms corrected for inflation. 


+Projected from U.S. Department of Commerce January-November figures. 


Sources: 


Data is from publications of Poland's Central Statistical 
Office; U.S.-Polish trade is based on Commerce Department statistics. 





SUMMARY * 


Economic growth improved during 1988; national income is 
expected to increase 4 percent, after a disappointing 1.9 
percent growth in 1987. Trade with hard currency areas has 
been strong: exports were up 8 percent last year and are 
growing at a 15 percent pace this year; imports are up by 
nearly identical amounts. However, problems persist. Demand 
has continued to outstrip supply on the domestic market, in 
spite of a 3 percent increase in production for consumption 
during 1988. Agricultural production, after declining 2.3 
percent in 1987, experienced further problems in 1988. The 
government’s loose credit policy, failure to restrain income 
growth, and attempt to adjust prices for food and energy have 
again sent the rate of inflation soaring -- it will be at 
least 60 percent this year. 


The Polish authorities have made economic reform a priority, 
but have found it difficult to achieve tangible results. The 
"second stage" of reform, launched in October 1987, aims to 
reduce bureaucratic control over the economy, encourage 
initiative both within the state and private sectors, and 
increase reliance on market mechanisms. But the economy 
remains insensitive to market mechanisms, and the authorities 
have made little progress towards goals of more efficient use 
of labor, investment, and energy. Shortages continue to 
plague the economy, fueling consumer and worker discontent. 


Political and economic life in Poland has entered a 
particularly uncertain period. Following two rounds of labor 
unrest this year, a new government came into office in 
October. It pledged economic consolidation and has adopted as 
its highest priorities increased agricultural production, 
market equilibrium, and control of inflation. The authorities 
intend to relax restrictions on economic activity, including 
the private sector. Overall prospects for economic reform and 
adjustment remain uncertain, however, in view of the unsettled 
political situation. The August/September strikes came to an 
end only after the authorities and the leadership of 
Solidarity agreed to meet and discuss issues at a roundtable. 


Poland has essentially regularized its debt situation through 
rescheduling agreements with both official and commercial bank 
creditors, but it has not concluded bilateral agreements with 
official creditors for the 1986-88 period. 


*This report was prepared in November 1988. 








Trade surpluses fall substantially short of the amount needed 
to service Poland’s hard currency debt. A medium-term 
scenario, worked out in consultation with the World Bank 
staff, envisions full service of debt interest payments by 
1991. Polish authorities are discussing with the IMF the 
outlines of a prospective adjustment program. The World Bank 
has developed specific projects, which could be implemented if 
an IMF program were agreed. 


In 1987, U.S. exports increased by 35 percent and grew more 
than 40 percent in 1988. Poland is actively seeking to 
attract foreign capital and recently passed a major revision 
of its 1986 joint venture law to make equity investment in 
Poland more attractive to Western companies. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


National Income and Economic Growth: Economic conditions in 
Poland have improved significantly since the crisis of 
1979-82, during which real national income fell by over 25 
percent. Real national income growth averaged 5 percent 
annually between 1983 and 1986, but the rate of growth slowed 
to only 1.9 percent in 1987. The growth rate has rebounded to 
around 4 percent during 1988. Nonetheless, real national 
income in 1988 will remain about 3.6 percent below its 1978 
level. 


Gross industrial production growth also slowed during 1987, to 
3.5 percent, down from 4.4 percent in 1986. Production 
recovered in the first 9 months of 1988, growing at an annual 
rate of 5.9 percent (4.6 percent in per working day terms). 

It is virtually certain to surpass the government’s 1988 
growth target of 3.7 to 4 percent. Production of engineering 
products recorded a 7 percent growth in 1987, while production 
of ferrous metals declined by 1.7 percent, and output of 
non-ferrous metals, coal, and other fuels stagnated. 


This trend continued during the first half of 1988, with 
manufacturing up 6.8 percent and mining up only 0.7 percent. 
Engineering products retained their position as growth 
leader. After 8 months, engineering production was up 11.6 
percent, while production of textiles and chemicals grew by 
8.4 percent and 8.1 percent, respectively. On the other hand, 
production of ferrous metals increased only 1.8 percent over 
the same period of 1987, and fuel and energy production 
actually fell by 0.8 percent. This shift in production away 
from primary raw materials and toward manufacturing is a key 
element of the government’s plan for economic restructuring. 





Agriculture: Polish agricultural production suffered a 2.3 
percent decline in 1987, caused in part by a cold and rainy 
early harvest. Fruit production, devastated by the severe 
March frost, declined by 63 percent. Production of potatoes 
and sugar beets declined by 7 percent and 1.5 percent, 
respectively. In spite of the weather, grain production 
increased by 4 percent to a record 26.1 million metric tons. 
1988 has been marked by a continued decrease in livestock and 
a sub-par grain harvest, projected to be 24.5 million metric 
tons, which has forced Poland to step up its imports of grains 
and other agricultural commodities. As a result, gross 
agricultural production is expected to show another 2-3 
percent decline for the year. 


Economic Reform: Since 1982, Polish authorities have 
attempted to reform the Polish economy, but the reform program 
has met with a number of difficulties. The so-called second 
stage of economic reform, launched in October 1987, aims to 
reduce bureaucratic control over the economy, encourage 
initiative both within the state and private sectors, and 
increase reliance on market mechanisms. The reform is 
supposed to create independent enterprise managers who have an 
incentive to increase productivity. However, while 
enterprises have greater autonomy in some areas, the 
authorities retain a number of direct controls and continue to 
subsidize priority industries. During 1987, for example, the 
authorities directly allocated some 35 percent of basic raw 
materials and inputs for production, as well as more than 50 
percent of foreign exchange used for imports. Although the 
reform calls for increased credit discipline, possibly leading 
to bankruptcies, to date there have been relatively few. In 
spite of the reform, the economy remains insensitive to market 
mechanisms, and the authorities have made little progress 


towards the goal of more efficient use of labor, investment, 
and energy. 





Wages, Incomes, and Market Supplies: 1988 began with a 
government effort to rationalize the price structure by 
significantly raising prices for food and energy products. 

The gains were at best short-lived. Twice in the past 6 
months, price and income issues have been at the center of 
significant waves of labor unrest. When strikes broke out in 
May and again in September 1988, enterprise managers agreed to 
wage increases in an attempt to mollify workers. The 
government’s loose credit policy and its inability to hold the 
line on income growth contributed to both open inflation and 
to an increase in the stock of money held by the public. At 
mid year, retail prices were up 50 percent over 1987, and 











inflation is expected to reach at least 60 percent by the end 
of 1988. At the same time, personal incomes more than kept 
pace, growing by 64 per cent in the first half of the year. 
Demand for consumer goods continues to outstrip supply, in 


spite of a 3 percent increase in production for the consumer 
market. 


To hedge against inflation, Poles have resorted to holding 
material assets and foreign currencies. . The market rate for 
hard currency is several times the official exchange rate. 
Many Poles depend on the thriving parallel economy, where they 
can purchase otherwise unavailable goods for hard currency. 
The result has been a widening gap in living standards between 
those Poles with access to hard currency and those without, 
and a growing desire for employment abroad. 


Foreign Trade: In 1987, Poland ran a merchandise trade 
surplus of $1265 million with hard currency areas, slightly 
more than in 1986. Exports to the West increased by 8.4 
percent, while imports from the West were up 7 percent. 
Poland also enjoyed a $1.4 billion surplus on transfers and 
services during 1987. In trade with socialist countries, 
Polish exports increased by 5.1 percent, while imports rose 
only 1.5 percent. As a result, Poland in 1987 was able to run 
a trade surplus of 16.7 million transferable rubles with its 
Council for Mutual Economic Assistance (CMEA)* partners, its 
first surplus of this kind in the 1980s. 


Strong export performance continued through the first 9 months 
of 1988, with exports to hard currency areas up 15.4 percent 
in constant prices. There was a nearly equal (15.2 percent) 
increase in imports. If the present pace of foreign sales 
continues, Poland’s exports to the convertible currency area 
will top the $8 billion mark this year. The trade surplus for 
January through September totaled $1060 million. In trade 
with socialist countries, Poland’s surplus increased to 575 


million transferable rubles during the January to September 
period. 


*CMEA was founded in 1949 as a socialist counterpart to the 
European Community. Members include: USSR, Bulgaria, 
Czechoslovakia, German Democratic Republic, Hungary, Poland, 
Romania, Cuba, Mongolia and Vietnan. 
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Since February 1987, the zloty has been adjusted weekly 
against the dollar. The rate of devaluation increased from 33 
percent during 1986 to 59 percent in 1987; from January 
through October of this year, the zloty has devalued by a 
further 59 percent against the dollar. The more active 
exchange rate policy has been one of the factors encouraging 
Polish enterprises to export. Polish exporters also receive 
significant tax incentives and recently have been permitted to 
retain from 10 to 50 percent of their hard currency export 
earnings for use at their own discretion. 


During the first half of 1988, metallurgical exports increased 
by 55 percent, timber and paper products by 42.8 percent, 
building materials by 30.2 percent, chemicals by 30 percent, 
and engineering products by 26 percent. Coal exports 
increased by 9.4 percent in volume, but the share of fuel and 
energy exports remained unchanged at 11.6 percent. Poland 
also continued to be a net exporter of food products, although 
imports increased at a faster pace than exports in 1988. 


During the first 8 months of 1988, imports of production 
supplies and consumer goods imports rose by 28 percent, while 
imports of capital equipment, up 15.2 percent, lagged slightly 
behind. Current investment in capital equipment is still not 
adequate to offset the continuing decapitalization of plant 
and equipment. In the January to August period, production 
supplies accounted for 73.4 percent of hard currency imports, 
but capital equipment imports accounted for only 10.4 percent. 


Balance of Payments: Poland’s trade surplus and inflow of 
remittances are still insufficient to meet its debt service 
obligations. The current account deficit totaled $417 million 
in 1987, and is expected to be about the same in 1988. During 
1987, principal and interest due on Poland’s debt totaled $3 
billion, while actual payments were limited to $920 million. 
Hard currency debt reached $39.2 billion at the end of 
December 1987, but had declined to about $38 billion by the 
end of June 1988, due to the rise in the value of the U.S. 
dollar in relation to Western European currencies. The soft 
currency debt with socialist countries stood at 6.9 billion 
transferable rubles at the end of 1987. Poland’s debt service 
obligations measured against its export earnings make it one 
of the most heavily debt-burdened countries in the world. 
Immediate prospects for arresting the growth of Poland’s hard 
currency debt are poor. One scenario developed by the Polish 
authorities, in consultation with the World Bank, envisions 
balancing the current account in 1991. 








Poland has taken steps to regularize its debt situation with 
official Paris Club creditors, but it has not concluded 
bilateral agreements with official creditors for the 1986-88 
period. In July 1988, Poland signed its seventh rescheduling 
agreement with Western commercial banks, which provides lower 
interest rates as well as the continuation of a short-term 
credit facility. In 1986, Poland joined the International 
Monetary Fund (IMF) and the International Bank for 
Reconstruction and Development (World Bank). In 1987, it 
became a member of the International Finance Corporation (IFC) 
and the International Development Association (IDA), both 
affiliates of the World Bank. Poland continues to hold 
discussions with the IMF regarding the outlines of a 
prospective adjustment program. The World Bank has completed 
an extensive report on the Polish economy and has developed 
specific projects that could be implemented if an IMF program 
were agreed upon. The first IFC loan to Poland was approved 
in late 1988 to a Polish agricultural cooperative. 


Prospects: Faced with criticism about two waves of labor 
unrest this year, and about the slow pace of reform the 
beleaguered government of Prime Minister Messner submitted its 
resignation in September 1988. The new government led by 
Prime Minister Rakowski has pledged to continue the reform 
program and is developing a 2 year plan of economic 
consolidation. As its highest priorities, it has identified 
increasing agricultural production, restoring market 
equilibrium, and bringing inflation under control. 


Addressing the first priority, the new government has 
announced that effective January 1, 1989, trade in meat, 
grain, and flour products -- currently a government monopoly 
-- will be opened to the private and cooperative sectors. 
Prime Minister Rakowski also declared his readiness to 
liquidate large, unprofitable state enterprises, and singled 
out the huge Lenin shipyard in Gdansk -- the birthplace of the 
independent trade union Solidarity -- as his first target. 
Also high on the government agenda are a new law strengthening 
the rights of private enterprise, an amendment liberalizing 
Poland’s 1986 law on joint ventures and foreign investment, 
and a reform intended to commercialize the banking sector. 


Overall prospects for economic reform and adjustment must 
remain uncertain, however, in view of the unsettled state of 
political life in Poland. In a dramatic development, the 
authorities and the leadership of Solidarity recently agreed, 
7 years after declaration of martial law, to meet and discuss 
issues at a roundtable. The August/September strikes were 








suspended thereafter. As of this writing, the roundtable 


talks had begun, but the outcome of the negotiations remains 
uncertain. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


During the first 11 months of 1988, U.S. total exports to 
Poland grew at about 43 percent compared to 1987. For 
agricultural commodity sales (the bulk of which were under the 
Export Enhancement Program), the annual growth at mid year was 
running at 80 percent, while manufactured goods sales were up 
by 30 percent. This growth took place against a background of 
significantly improved U.S.-Polish relations. Without the 
handicap of poor relations, U.S. exporters can compete on an 
even footing with other Western exporters. Under current 
conditions there are good opportunities for additional sales 
to Poland. Dramatic evidence of this fact was shown in 
November with the announcement by LOT Polish Airlines that it 


will acquire three Boeing 767 aircraft for use on its long- 
distance routes. 


Viewed against recent history, U.S.-Polish trade is making an 
impressive recovery. In early 1987 the United States ended 6 
years of trade sanctions against Poland. In February 1988, 
the Polish Minister of Foreign Economic Relations and the U.S. 
Secretary of Commerce reestablished a program of bilateral 
meetings and exchanges to address bilateral trade issues. The 
number of Polish and American firms attending the private 
sector Polish-U.S. Economic Council session increased from 60 
in 1987 to 125 in 1988. This reflects a more optimistic 
business climate. 


Poland’s hard currency debt imposes a formidable handicap on 
trade. Restricted Western lending and Poland’s difficulties 
in increasing exports create conditions under which the need 
for Western products far outstrips the country’s ability to 
pay for them. Thus while many products seem to be in high 
demand, the sales prospects remain low. Growth in Poland’s 
imports, which would boost U.S. sales further, depends on 
progress in the following areas: (1) debt management and 
recovery of creditworthiness; (2) implementation of economic 
reform and adjustment; and (3) cooperation with the IMF and 
World Bank. Progress in all three areas in 1987-88, though 
visible, was less than desired by Polish authorities and 
Western officials. 


Poland is decentralizing foreign trade. The number of firms 
licensed to conduct foreign trade has increased from 60 in 
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1981 to over 1000 at present, with the 300 newest firms having 
been established since April 1988. Among these new trading 
firms are over 100 private Polish. Moreover, some state 
trading companies have been transformed into joint stock 
companies, and new regulations have been introduced which 
allow any firm licensed to deal in foreign trade to engage in 
any business activity it believes profitable. While the new 
measures should be good for business in the long run, the 
short-term effect is often unclear and can complicate doing 
business. 


In 1986, Poland opened the door to joint venture activity in 
an effort to bring in Western technology and management 
without large capital investments. In the first 2 years, 
eight ventures -- two with American participation -- were 
created. In response to what Polish authorities felt were 
disappointing results, the joint venture law was redrafted, 
and more liberal legislation was implemented on January 1, 
1989. The new version allows for up to 100 percent foreign 
ownership of an industrial facility in Poland, caps tax rates 
at 40 percent or less, and eases restrictions on profit 
repatriation. 


Joint venture projects in Poland are increasingly designed to 
bolster exports to Western markets. Many projects under 
discussion follow a similar pattern: a Western investor is 
asked to place plant and equipment in operation in Poland and 
to accept payment in Polish exports, often generated by the 
investment activity. The profitability of such projects 
varies widely from industry to industry and may not 
necessarily be attractive to Western investors. 


For assistance in doing business with Poland, firms should 
contact the Senior Commercial Officer, American Embassy 
Warsaw, APO New York 09213 (telephone: 48-22-214515; telex: 
813934 ustdo pl; fax: 48-22-216327), or the Polish Desk 
Officer, East European Division, Room 3413, U.S. Department of 
Commerce, Washington, D.C. 20230 (telephone: 202-377-2645). 
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